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EXECUTIVE SUMMARY

AUDIT EXAMINATION OF THE
OWSLEY COUNTY FISCAL COURT

June 30, 2014

The Auditor of Public Accounts was engaged to audit the financial activities of Owsley County, Kentucky, for
fiscal year ended June 30, 2014 and we have issued a disclaimer of opinion thereon.

Audit work performed indicated lack of internal controls, management override of internal controls, and
improper revenue recognition that had a material effect on the financial statement. Based on this, we
determined the risk for fraud to be too high and we were unable to apply other procedures to mitigate this fraud
risk. The significance of these issues, in the aggregate, prevents us from placing any reliance on the financial
activities contained in the Fourth Quarter Report of Owsley County Fiscal Court and from expressing an
opinion on the financial statement of Owsley County, Kentucky.

Report Comments:

2014-001

2014-002

2014-003
2014-004
2014-005
2014-006

2014-007
2014-008
2014-009
2014-010

2014-011
2014-012
2014-013
2014-014
2014-015
2014-016
2014-017
2014-018

2014-019

Poor Financial Management Practices Have Resulted In A Disclaimed Opinion On The Financial
Statement

The County Does Not Have Adequate Internal Controls Over Cash, Receipts, Disbursements,
Payroll, Capital Assets, And Federal Grants

The County Lacks Adequate Segregation Of Duties For Receipts And Payroll

Management Overrides Internal Controls Regarding Dual Signatures On Checks

The County Did Not Record And Deposit Receipts Timely

The County Failed To Submit Timely, Complete, And Accurate Quarterly Reports To The
Department For Local Government

The County Did Not Follow Proper Procedures For Disbursements

The County Incurred Late Fees, Penalties, And Overdraft Fees

Improper Payments Totaling $7,000 Were Made From The Road Fund

The County Did Not Comply With Regulations For Local Government Economic Assistance Coal
Producing Funds

The County Did Not Follow Proper Procedures For Payroll

The County Did Not Calculate FICA And Medicare Withholdings Correctly Or File 941 Forms
The County Did Not Properly Account For The Revolving Payroll Account

The County Did Not Prepare, Publish, Or Present An Annual Settlement

The County Did Not Prepare A Schedule Of Expenditures Of Federal Awards

The Jailer Is Still Owed $889 In Salary From Prior Year

The County Did Not Maintain Adequate Documentation Of Fiscal Court Minutes

The County Has Not Corrected A Prior Audit Comment Regarding LGEA Funds Expended For
Prohibited Purposes

The County Did Not Maintain Capital Asset Schedules In Accordance With Regulatory
Requirements
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ApbaAamMm H. EDELEN
AUDITOR OF PuBLIC ACCOUNTS

To the People of Kentucky
Honorable Steven L. Beshear, Governor
Lori H. Flanery, Secretary
Finance and Administration Cabinet
Honorable Cale Turner, Owsley County Judge/Executive
Honorable Ronnie DeBord, Former Owsley County Judge/Executive
Members of the Owsley County Fiscal Court

Independent Auditor’s Report

Report on the Financial Statement

We were engaged to audit the financial activity contained in the Fourth Quarter Report of Owsley County
Fiscal Court as of and for the year ended June 30, 2014,

Management’s Responsibility for the Financial Statement

Management is responsible for the preparation and fair presentation of this financial statement in accordance
with accounting practices prescribed or permitted by the Department for Local Government to demonstrate
compliance with the Commonwealth of Kentucky’s regulatory basis of accounting and budget laws.
Management is also responsible for the design, implementation, and maintenance of internal control relevant to
the preparation and fair presentation of a financial statement that is free from material misstatement, whether
due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on this financial statement based on our audit. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America, the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General
of the United States and the Audit Guide for Fiscal Court Audits issued by the Auditor of Public Accounts,
Commonwealth of Kentucky. Because of the matters described in the Basis for Disclaimer of Opinion
paragraph, however, we were not able to obtain sufficient appropriate audit evidence to provide a basis for an
audit opinion.

Basis for Disclaimer Of Opinion

Audit work performed indicated lack of internal controls, management override of internal controls, and
improper revenue recognition that had a material effect on the financial statement. Based on this, we
determined the risk for fraud to be too high and we were unable to apply other procedures to mitigate this fraud
risk. The significance of these issues, in the aggregate, prevents us from placing any reliance on the financial
activities contained in the Fourth Quarter Report of Owsley County Fiscal Court.

209 ST. CLAIR STREET TELEPHONE 502.564.5841
FRANKFORT, KY 40601-1817 FACSIMILE 502.564.2912
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To the People of Kentucky

Honorable Steven L. Beshear, Governor

Lori H. Flanery, Secretary

Finance and Administration Cabinet

Honorable Cale Turner, Owsley County Judge/Executive

Honorable Ronnie DeBord, Former Owsley County Judge/Executive

Members of the Owsley County Fiscal Court

Disclaimer of Opinion

Because of the significance of the matters described in the Basis for Disclaimer of Opinion paragraph, we have
not been able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion.
Accordingly, we do not express an opinion on the financial statement.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated May 18, 2015 on
our consideration of Owsley County, Kentucky’s internal control over financial reporting and on our tests of
its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards and should be considered in assessing the results of our audit.

Based on the results of our audit, we present the accompanying comments and recommendations included
herein, which discuss the following report comments:

2014-001 Poor Financial Management Practices Have Resulted In A Disclaimed Opinion On The Financial
Statement

2014-002 The County Does Not Have Adequate Internal Controls Over Cash, Receipts, Disbursements,
Payroll, Capital Assets, And Federal Grants

2014-003 The County Lacks Adequate Segregation Of Duties For Receipts And Payroll

2014-004 Management Overrides Internal Controls Regarding Dual Signatures On Checks

2014-005 The County Did Not Record And Deposit Receipts Timely

2014-006 The County Failed To Submit Timely, Complete, And Accurate Quarterly Reports To The
Department For Local Government

2014-007  The County Did Not Follow Proper Procedures For Disbursements

2014-008 The County Incurred Late Fees, Penalties, And Overdraft Fees

2014-009  Improper Payments Totaling $7,000 Were Made From The Road Fund

2014-010 The County Did Not Comply With Regulations For Local Government Economic Assistance Coal
Producing Funds

2014-011  The County Did Not Follow Proper Procedures For Payroll

2014-012 The County Did Not Calculate FICA And Medicare Withholdings Correctly Or File 941 Forms

2014-013 The County Did Not Properly Account For The Revolving Payroll Account

2014-014  The County Did Not Prepare, Publish, Or Present An Annual Settlement

2014-015 The County Did Not Prepare A Schedule Of Expenditures Of Federal Awards

2014-016  The Jailer Is Still Owed $889 In Salary From Prior Year

2014-017 The County Did Not Maintain Adequate Documentation Of Fiscal Court Minutes
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To the People of Kentucky

Honorable Steven L. Beshear, Governor

Lori H. Flanery, Secretary

Finance and Administration Cabinet

Honorable Cale Turner, Owsley County Judge/Executive

Honorable Ronnie DeBord, Former Owsley County Judge/Executive

Members of the Owsley County Fiscal Court

Other Reporting Required by Government Auditing Standards (Continued)

2014-018 The County Has Not Corrected A Prior Audit Comment Regarding LGEA Funds Expended For
Prohibited Purposes

2014-019 The County Did Not Maintain Capital Asset Schedules In Accordance With Regulatory
Requirements

Respectfully submitted,

i/ R

Adam H. Edelen
Auditor of Public Accounts
May 18, 2015
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For The Year Ended June 30, 2014

Fiscal Court Members:

Sasha Shoemaker
Mildred Hudson

Ronnie DeBord County Judge/Executive
Roger Reed Magistrate
Mike Harris Magistrate
Jesse Bishop, Jr. Magistrate
Other Elected Officials:
Henley Mclintosh County Attorney
Robert Cope Jailer
Shanna Oliver County Clerk
Mike Mayes Circuit Court Clerk
Kelly Shouse Sheriff
Sandra King Property Valuation Administrator
Eddie Isaacs Coroner
Appointed Personnel:
Tammy Combs County Treasurer

Former County Treasurer
Finance Officer
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FOURTH QUARTER REPORT OF OWSLEY COUNTY FISCAL COURT
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Department for Local Government
1024 Capital Center Drv, Suite 340
Frankfort, Kentucky 40601
{502) 573-2382 o (800) 346-5606
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OWSLEY COUNTY

FOURTH QUARTER REPORT OF OWSLEY COUNTY FISCAL COURT

For The Year Ended June 30, 2014

(Continued)

Department for Local Government
1024 Capital Center Drive, Suite 340
Frankfort, Kentucky 40801
(502) 5732382 ar {800) 346-5608

et Summary Data
095 - Owsley
= D T 2
0 GENERALFUND ueSMDTS ST 82178083 00 17808
2 ROADFUND SIS0 STTIRE SIS 00 SEMB
0 JALFUND QAT s s 00 5515
o LGEA S4TBZ SOt e 0§08
18 SOLDWASTE I CE 00 eI
14 PARKS ard RECREATION SgE S0 SLuEES 00 st
3 LGEDF WTUSE SHENA  §14BW 00§14

TOTALS  [$3,296,36231 {$2,402,217.38 || $894,1443 ||

$0.00 ] 589414433
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OWSLEY COUNTY
FOURTH QUARTER REPORT OF OWSLEY COUNTY FISCAL COURT
For The Year Ended June 30, 2014
(Continued)

Department for Local Government
1024 Capita Center Drive, Suite 340
Frankor, Kentucky 40601
(502) 573-2382 or {800) 345-5608
Receipts Data
095 - Owsley
e P b RMUE Rl 3 A
0 REALPROPERTY 0 0 SesEE8 510060420 63580
0 PERSONAL PROPERTY $1,800.00 $0.00 $0.00 $0.00 $1,800.00
0 MOTORVEHCLE 00000 S000  $189168  S25%688  ($1.55868)
0 DELIQUENT PROPERTY $4,300.00 $0.00 $3518.15 $10,624.50 (86,324.50)
0 TANGIBLE PERSONAL PROPE $4,000.00 $0.00 $0.00 $619.98 $3,380.04
0 UNMINNED MINERALS $0.00 $0.00 §0.00 $451.80 ($22.50)
] FIRE PROTECTION: FORESTR $2,100.00 $0.00 $3.36 $1.012.18 §1,087.82
0 BANK FRANCHISE $8,000.00 30.00 $0.00 $0.00 $8,000.00
0 DEED TRANSFER $3,000.00 $0.00 115 $2582.58 $41742
0 EXCESS FEES $0.00 $0.00 $0.00 $0.00 $0.00
0 INSURANCE LICENSE FEE-TAX $195,652.00 $0.00 $42,770.28 $171.665.21 $23,985.79
0 TELEPHONE 911 FEE $21,000.00 $0.00 $15.50 §17.228.50 $3.77050
0 SHERIFF and CLERK EXCESS 5000 W0 %oenl seen gean)
0 OMMITTEDPROPERTY $4.00000 5000 000 000 5400000
0 FEDERAL GRANTS $28,000.00 $0.00 $0.00 $44522.16 (816,522.16)
0 STATE GRANTS $0.00 $0.00 $13153 $10.131.53 (810.131.53)
0 ELECTION EXPENSE $3,10400 $0.00 $0.00 $0.00 $3,104.00
0 COURTHOUSE RENTAL $80,000.00 $0.00 $0.00 $27.571.81 $5242818
o 0 POLICENCENTATIVE $1080000 000 5000 000 51080000
o 0 DM $24000 5000 $000 00 5240000
] 0 FISCAL COURT FILLING FEES $§500.00 $0.00 $0.00 $0.00 $500.00
]| 0 SOLID WASTE $75,000.00 $0.00 $0.00 §15,308.85 $50601.15
01 4705 0 SURPLUS PROPERTY $0.00 $0.00 $0.00 $46,400.00 (84,400.00)
01 4727 0 REINBURSEMENT $41,323.00 $0.00 $7.498.01 $117.238.28 {§75,915.28)

- -
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OWSLEY COUNTY

FOURTH QUARTER REPORT OF OWSLEY COUNTY FISCAL COURT

For The Year Ended June 30, 2014

(Continued)

$1,000.00

428 0 DONATIONS $000 3000 000 $1,00000
W 473 0 MISCREVENUE $1,500.00 $000 000 H0ZBE (8879
O 401 0 INTEREST $900.00 500 $457 §54.50 $B45.50
O 402 0 INTERESTONCD 5000 $000 $0.00 568.28 (568.28)
01 401 0 PRIOR YEAR CARRYOVER $45,000.00 $000 000 §5820875  (51320875)
O 400 0 TRANSFERSOUT (580,000.00) $0.00 00 ($5000000)  ($30.000.00)
0 4310 0 TRANSFERSIN $204.351.28 5000 000 §IRER SHInH
@ 4205 0 NATIONALFOREST $45352.75 $0.00 000 ST (§179439)
02 4508 0 REMBURSEMENTFROMTRAN  $110000.00 $000 000 SI45000  (36465000)
02 4507 0  EWP-FEDERALFLOODCONT  $85,000.00 5000 5000 G4BT §T947518
02 43 0  EMERGENCYCOUNTYROAD 52486067 $0.00 000 $2550000 (5203
@ 416 0  TRUCKLICENSE $189,642.00 $0.00 000 S10059404  (3985204)
@ 417 0 DRIVERS LICENSEREFUND $500.00 §0.00 $0.00 $000 $50000
W 48 0 COUNTYROADAD §798,526.00 000 $205800  S7ALIB00 112000
02 4108 0  ROADMATERIALSALE $40,000.00 §000 000 S400973  (8480873)
2 4121 0 REIMBURSEMENT $8.00000 5000 000 S51M568  (24334589)
02 &30 0  MISCREVENUE $000 000 STE S270188 (S2270159)
@ 401 0 INTEREST $850.00 5000 §18.87 §266.68 )
W 402 0  INTERESTONCD 5000 §000 5000 $63.20 (§6320)
@ 40 0 PRIORYEARCARRYOVER $302.773.38 5000 000 S4136268  (§170.84930)
0 4903 0  ADJUSTMENT TOPRIOR YEAR 5000 5000 5000 $000 $0.00
0 408 0 TRANSFERSOUT (8225.209.83) $000 000 G (4805
@ 410 0 TRANSFERSN $57795.13 5000 000 S14267 5367348
0 433 0 JALALLOTMENT $50000.00 5000 000 S6126403  (S11.26419)
03 4% 0 JALMEDCAL $3,00000 $0.00 000  SI25B51  (§952650)
03 4% 0 COURTCOST $3000.00 $0.00 00§20 $165748
03 4% 0 DUIFEE 40000 $000 5000 §626.55 (522655}
03 4% 0 JAILFEE REIMBURSEMENT $400.00 5000 $0.00 $000 40000
03 4131 0 MISCREVENUE 5000 $000 $000 53230 (83239)
03 4801 0 INTEREST $50.00 $000 $090 S04 $38.95
U3 4901 0 PRIOR YEAR CARRYOVER $5,000.00 $0.0 000 S15578 $3414%
03 410 0 TRANSFERSIN $156,062.27 000 S00000  S144T4TT S259750
B 407 0 UNVINNEDMINERALS $280000 500 85,88 618 soent
04 427 0 LGEACOALPRODUCTIONSEV  §16500039 TS0 S4T30 S4B S2151359
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OWSLEY COUNTY

FOURTH QUARTER REPORT OF OWSLEY COUNTY FISCAL COURT

For The Year Ended June 30, 2014

(Continued)

00000

06 459 0 LGEAMNERALTAX $0.00 §1,121.36 §3366.02 §4,544.98
% 4542 0 DESREMBURSEMENT $10,000.00 $0.00 $0.00 $4907.75 $6,092.25
04 428 0 LGEADONATIONS 5000 $0.00 $000 $0.00 $000
04 473t 0 MISCREVENUE $0.00 $0.00 $9345 $117.14 ($117.4)
4 4801 0 INTEREST $100.00 $0.00 12 §13.27 §86.73
M 402 0 INTERESTONCD $0.00 $0.00 $0.00 $63.71 @#83.71)
M 401 0 PRIOR YEAR CARRYOVER $5.000.00 $0.00 $000  $400B656  (835.08656)
04 4909 0 TRANSFEROUT (558,618.63) $0.00 $000  ($68.2218T)  §86034
0 4910 0 TRANSFERIN $0.00 $0.00 $000 $0.00 $000
13 4602 0  SOLDWASTECOLLECTIONS 2800000 000 S1BG0BE5  s2502688 85497302
13 413 0 RECYCLNG $10,000.00 $0.00 §0.00 000 §10,0000
13 4731 0 MISC REVENUE $2400.00 $0.00 $0.00 §2353.78 $46.22
13 4801 0 INTEREST $200.00 $0.00 $2266 §177.29 (4]
13 4802 0 INTEREST ON CD $0.00 $0.00 $0.00 §25.20 ($2520)
13 4901 0 PRIOR YEAR SURPLUS $45,000.00 $0.00 000 A2 s
13 4909 0 TRANSFERSOUT {885,000.00) $000  (S2000000)  ($44TATT) (53052523
13 4910 0 TRANSFERSIN _ $133.20980 $0.00 $0.00 000 $133.20880
14 4111 0 RENTALLEASES $10,800.00 $000- $0.00 000 $1080000
14 4131 0 MISC.REVENUE $5,00000 §0.00 $0.00 §336.58 §466342
14 4801 0 INTEREST $100.00 $0.00 $0.08 $0.66 $99.4
1 4901 0 PRIORYEARSURPLUS $4.000.00 $0.00 $0.00 §134264 §265738
14 4910 0 TRANSFERSIN §480,500.00 $0.00 $0.00 000 548050000
3 4608 0 LGEDGRANT $687,000,00 $0.00 000 126538 §6757M84
3 4705 0 LGEDF SURPLUS REAL PROPE $0.00 $0.00 000 SBAT00 (S28.17500)
3 401 0 PRIORYEARSURPLUS $61.98 $0.00 $0.00 $848524  ($8.400.26)
34909 0 TRANSFERQUT (§197,000.00) $0.00 $0.00 $000  ($167,00000)
3 o400 TRANSFERSIN $0.00 $0.00 $000 $410000  ($4.10000)
§7 454 0 FEDERALGRANT $386,000.00 $0.00 $0.00 000 $386.000.00
W49 0 TRANSFERSOUT[PARKCONS  (§386,000.00) $0.00 $0.00 $000 (538600000}

TOTALS  [$3.949927.17 [ $0.00 || $399,735.47 [[43,206,36231 || $653,994.16 |
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OWSLEY COUNTY
FOURTH QUARTER REPORT OF OWSLEY COUNTY FISCAL COURT
For The Year Ended June 30, 2014

(Continued)

01

Department for Local Government
1024 Captl Center Drve, Sute 340

Frankfott, Kenfucky 40601

(502) §73-2382 or (800) 346-5608

Di;bursements Data

095 - Owsley

5001 104 0 FINANCE OFFICER T S20384.00 5000 SI028 SR S48 5000
01 5001 45 0 OFFICE SUPPLES §7,00000 00 B3 ey emen 5000
0 S0 573 0 TELEPHONE $9.000.00 000 40201 479 478 $140.44
0 5005 101 0 COUNTYATTORNEY $13728.00 5000 00 S3IB0 SR7AN 000
01 5005 101 0 COUNTY COURT CLERK 5000 000 SRSB4 SGSEAB Sa3sTed8 $000
0f 5005 165 0 COUNTYATTORNEYSECRETA  $16,088.00 $0.00 000 $1B0H0  S152850 880036
0 5005 45 0 COUNTY ATTORNEY OFFICES $500.00 $000 000 S500.00 s12420 $37580
Of 510 103 0 COUNTYCOURTCLERKDEPU  §19285.00 5000 85 §9IB%  $19215 5000
0f 5010 343 0 COUNTY COURT CLERK BINDI $3,000.00 $0.00 §4,148.00 §7,148.00 $7.148.00 $0.00
0 5010 50 0 COUNTY COURT CLERK INDEX $300.00 §000 $000 $800.00 46350 $3%50
01 5015 101 0 SHERIFF §70,341,00 $0.00 $391.92 $70.732.92 $70,73292 $0.00
01 015 103 0 COUNTY ROAD PATROL $49,000.00 $000 000 90000 s §77858
01 5015 106 0 SHERIFF CLERK $20.334.00 $000 S1076  SNA0878 S8 00
0 5015 423 0 GASOLINE EXPENSE $4.20000 000 000 42000 §385000 $350.00
0 5025 55 0 PRNTNG $10500.00 000 G4SN ses2el $656281 5000
01 5030 367 0 PVASTATUTUTORY SUPPORT $4,487.00 $0.00 $0.00 $4.497.00 $1,000.00 $3487.00
0 5035 191 0 BOARDOFASSES APPEALSP  $1200.00 000 B0 $000 00 S000
01 540 102 0 COUNTY TREASURER $21.654.00 $000 00 S266400  $207%850 $56749
O 500 318 0 SOFTWARE LICENCEFEE $5.500.00 000 (1545 539550 000 $305550
0f 5080 102 0 LAWLIBRARIAN $1,061.00 000 000 S10610  §106080 $020
0 5065 192 0 ELECTIONOFFCERSPERDE  $510000 5000 SO0 $510000 000 $5.40000
0 5065 193 0 ELECTION COMMISSIONERS P S50 $000 $000 S75.00 5000 $75.00
01 5085 47 0 POLLING PLACESRENT $1,100.00 $0.00 $0.00 $1,100.00 $0.00 $1.100.00
01 5085 385 0 ELECTION PRINTING and ADVE §17,000.00 $0.00 $0.00 $17,000.00 §10,339.30 $8.680.70
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OWSLEY COUNTY

FOURTH QUARTER REPORT OF OWSLEY COUNTY FISCAL COURT

For The Year Ended June 30, 2014

(Continued)

Ot 5080 175 0 CUSTODIAN $20,384.00 $000 055 Su085  S210808 3000
0f 5080 571 0 COURTHOUSERENEWALSand  $40000.00 $000  (SRE784  $7320% §7.32036 $000
01 5080 578 0 COURTHOUSE UTILITIES $37.000.00 5000 B2217.19)  SMTRE1  S78281 5000
01 5080 552 0 COURTHOUSEELECTRIC 3000 $000 $387048 $387946 $3879.48 5000
01 5101 101 0 COUNTY JUDGE EXECUTVE $69.115.00 $000 000 $6011500  $67.22058 §1,885.44
01 5140 602 0 AMBULANCE $10,139.49 $0.00 $10,714.00 $20,88348 $20,88349 $0.00
M 545 107 0 911COORDINATOR $8.944.00 5000 $0.00 $8.94400 $894334 5018
0f 5150 92 0 FIREPROTECTION §2100.00 $0.00 $0.00 §2.0000 §205.00 s400
M 542 102 0 SOLDWASTECOORDINATOR  $15.10000 5000 B8 S5IMR  §1570382 00
M 512 178 0 SOUDWASTECLEANUPPERS  $500000 $000  (8500000) $000 $000 5000
01 52 488 0 SOLIDWASTE EXPENSE §75,000.00 000 (60615 BB $354058 $6,45326
01 7700 802 0 VOTING MACHINES $100.00 $0.00 5000 $100.00 $000 $10000
0 9100 37 0 AUDAS §20,000.00 000 S1200557  $3200557 - $3200557 000
01 9100 51 0 INSURANCE $25,000.00 S000  (S4MB45) SNBSS S2085355 5000
01 00 531 0 OFFICIALBONDS $800.00 $000 §1,350.00 §215000 $2.12048 $2051
01 9100 53 0 KRADD $3655.00 $0.00 $0.00 §3855.00 $358.00 $56.00
01 100 55 0 KACO $300000 $000 $600.00 $360000 ) $5108
0 9100 59 0 MSC $1,000.00 000 SIBOMM  Ho0BM  $1907 000
01 9200 99 0 RESERVEFOR TRANSFER 98241 000 ($83%240) 5000 $000 $000
0 %400 201 0 EMPLOYERSHARESOCIALSE  §27055.3% 5000 $485089  S370605  $3170805 5000
0 W00 202 0 EMPLOYERSHARERETIREME  $63000.0 $000  S1021485  STB2485 STB21465 $000
Of %400 208 0 UNEMPLOYMENT INSURANCE $6,00000 $000  (S40845)  §101555 §235.81 §TI574
01 9400 209 0 WORKERSCOMP 521,000 000 (31021465 $16IBB 130134 $371201
01 9400 212 0 TRAINING FRINGE BENEFITS §7640.00 00 529100 §7.931.00 §793075 $05
01 9500 507 0 CENTERNET DONATION $1000.00 $0.00 $0.00 $1,00000 $0.00 $1,00000
0 5025 101 0 NAGISTRATESALARYanEXP 53493600 8.0 000 SI800 $336%M0 $1,30000
02 6015 143 0 ROADWORKERS $208.128.00 $000 000 S0BM2B00  SIS5ET6M8  $50251%4
02 6015 47 0 EMERGENCYROADAD §24,69661 000 SM0R  BTHN  S487000 $000
0 6103 102 0 ROADSUPERVISOR §31.26240 $0.00 S000  $3M28240 SH03W7 $92268
02 6103 573 0 OFFICE OF ROAD SUPERVISO $0.00 $0.00 $261.51 $261.51 $261.51 $0.00
0 6103 578 0 OFFICE OF RD. SUPERVISOR 5000 000 $2.472.00 §2.172.00 20129 $10071
02 6105 178 0 TEMPLABOR $0.00 5000 $9,000.00 $900000 $879200 §208.00
02 6105 312 0 BRIDGES $90.000.00 $0.00 {589,000.00) $1.000.00 $0.00 $1,000.00
02 6105 338 0 MAINTENANCE and REPARS $60,000.00 000  SBI6Y  §55697 o558 5000
e Al . 3 e

Enr
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OWSLEY COUNTY

FOURTH QUARTER REPORT OF OWSLEY COUNTY FISCAL COURT

For The Year Ended June 30, 2014

(Continued)

2 0 CONTRACTEDCONSTRUCTIO  $91,010.00 000 (837928 S 000 $7eun
0 6105 405 0 ASPHALT $160,000.00 0.0 000 $160.00000 000 $160000.00
"2 6105 41 0 ROADEQUPIVENT $45,00000 §00 923438 $420438 85420438 5000
% 6105 47 0 ROADMATERIALS $310.000.00 $000 S1B0805T 4806951 42808950 $000
(2 8105 54 0 CEMETARY MAINTENANCE $11,024.00 5000 000 S10%430  $93503 §1,68047
0 6105 713 0 HIGHWAY EQUIPNENT $70,00000 00 (SR6021) ST Si0s0  $17.0873
02 6105 731 0 RIGHT OF WAY $100.00 500 $000 $100.00 %0 $88.00
W 9100 512 0 INSURANCE $60.000.00 000 0150 S1001500  $10019430 $061
2 9100 5% 0 TRANNGEXPENSE $4000.00 ) 000 4000 s000 $4.00000
0 $100 598 0 MISC $1.0000 00 0053  $0205%  S2205% s000
02 9100 602 0 NATIONALFORESTRESERVE  SZ400000 5000 000 $240000 5235757 4264
02 9200 %98 0 RESERVEFORTRANGFER $39,094.09 000 (559.08409) $000 000 $00
@ %00 21 0 EMPLOYERSSHARESOCALS  S30850.00 $000 000 S08000  SIENAI5  $12668
(2 %400 22 0 EMPLOYERSSHARERETREM  $7835000 000 (178263 0TI S327028  S17.08808
0 400 208 0 UNEMPLOYMENT $23400.00 500 000 S240000  §700944  $16300%6
02 %00 208 0 WORKERS COMP $13,00000 000 S0 SB0M00  $250%66 0%
® 5101 101 0 JALER $23,00000 S0 000 §2300000  S2698%8  $1.3000¢
@ 5101 103 0 DEPUTYJALER $260000 000 S200000  S460000  $421824 $3%176
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0 5101 548 0 INMATEMEDICAL $20,000.00 00 S0ANI SN0 §E SBok
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03 5101 576 0 TRAVEL $1.10000 00 128 123288 §1,20268 5000
0 502 314 0 CONTRACTEDJUVENLEHOU  §250000 500 000 5250000 00 S2500
0 $100 58 0 MISC, $1,000.00 $000 00 §100000 §74650 $25331
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03 G400 20f 0 EMPLOYERSSHARESOCIALS 24000 500 $10263  S250283  §250260 $000
03 0400 202 0 EMPLOYERSSHARERETREM  $6.40000 500 000 300 8517898 BT
0 00 212 0 TRANING FRINGE BENEFTTE §1.85378 000 491849 a2 $679860 $1358
M 5020 101 0 CORONER $5,184.00 00 00 S180 549020 120
04 5020 103 0 DEPUTY CORONER $2438.00 00 00 2480 $24800 $000
04 5130 43 0 FIREDEPARTMENTS $10800.00 000 SOWAl Sgmal SUBTAl 5000
0 5130 46 0 RESCUE SERVICE SUPPLES $150.00 5000 0 $150000 S6100 $1330
04 513 107 0 DESDRECTOR $8.78176 5000 000 S8 678160 $018
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CERT

$6,000.00

500

$000

$000
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$600000
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M 5135 45 0 DESSUPPLES $12,000.00 $0.00 ($2000)  §11,08000 $9885  $1098105
M 5135 5% 0 TRAVEL $2800.00 $0.00 $0.00 $2.800.00 $846.70 §1.950%0
04 535 578 0 UTILTES $8.900.00 $0.00 3000 $6.900.00 §7.22257 $167743
04 5135 739 0 EQUIPMENT $500.00 $0.00 $0.00 §500.00 $000 $500.00
04 5175 178 0 TEMP.PARTTIMEPERSONEL 51872000 $000  $1000000  $2872000  $2871182 83
M4 575 903 0 PUBLICADVOCATE $420000 $0.00 §720.00 $4920.00 §1538.00 $338200
04 5205 102 0 DOGWARDEN §7,800.00 $0.00 $0.00 §7,800.00 $3555.00 $413500
%4 5305 507 0 SEMORCTIZENSCONTIRBUT $5.40000 $0.00 275 SIS S0 5000
04 6100 302 0 LGEAADVERTISING $4,000.00 $0.00 $0.00 $4,000.00 $0.00 $4.00000
M4 9200 998 0 RESERVEFORTRANSFER $20,000.00 000 (315.000.00) §5,000.00 $0.00 $5,00000
04 %00 201 0 EMPLOYERSSHARESOCALS $45000 §0.00 5000 $4500.00 $343578 $1,004.22
04 9400 201 0 EMPLOYERS SHARE RETIREM $9,500.00 $0.00 $0.00 $6,500.00 $5.408.95 $3.001.05
13 5211 3% 0 TIPPPINGFEES $51,000.00 5000 $000  $5100000  $5047646 $52354
13 5211 41 0 REPARS $10,000.00 $0.00 000 $1000000 $1.20000 $8.80000
13 6212 41 0 SOUDWASTEEQUPMENTLG  $100,000.00 $0.00 000 $10000000 $000  $100,00000
13 512 499 0 SOUDWASTE OTHER SUPPLI $0.00 $0.00 §1.4090 §1,44090 §1,44090 5000
13 512 563 0 SOLIDWASTE POSTAL CHARG $000 5000 §33048 $330.48 $33048 $0.00
13 5215 149 0 SALAREES 7140000 $0.00 812805  $TIEB05 715805 5000
13 5215 41 0 MACHNERGY ANDEQUIPMEN  $1500000 $0.00 000 $1500000 S5000  §1475000
13 5215 45 0 SOLID WASTE OFFICE SUPPLI $4,000.00 $0.00 5000 $4,000.00 $1580.00 $202000
13 515 499 0 MATERALS $1.000.00 $0.00 $0.00 $1,000.00 $3592 $654.08
13 6100 415 0 FUEL $30,000.00 000 B8 $20747 000 S287447
13 7500 602 0 PRINCIPAL ONLEASE $14,000.00 $0.00 000 §14000.00 $5.33179 $6,658.21
13 7500 606 0 INTEREST ONLEASE $385152 $000 1500000 S885L52  §11.58367 §7.26785
13 9000 503 0 BANKCHARGES $0.00 $0.00 4927 4927 $49.27 $0.00
13 9100 521 0 INSURANCE $31.000.00 $0.00 000 3100000 $2215506 $8.844.%4
13 9100 58 0 MISC §1.000.00 $0.00 3000 $1,000.00 $0.00 $1,000.00
13 9200 %8 0 RESERVEFOR TRANSFER $33.558.28 $000  (S1647075  $17.07853 000 $17.075
13 0400 201 0 EMPLOYERSSHARESOCIALS $6,000.00 $0.00 $0.00 $6,00000 §5.2008 )
13 %00 202 0 EMPLOYERSSHARERETIREM  $14000.00 $0.00 SBATSE  SUGATEE S14B4TSS $0.00
16 501 M5 0 PARKCONSTRUSTION §486,000.00 $0.00 000 548600000 000 548500000
16 505 423 0 SUPPLESFOODPREPARATIO $850000 $0.00 3000 $8,500.00 $0.00 $8,500.00
14 8001 580 0 WATERand SEWER $0.00 $0.00 $56.00 §56.00 $5562 5038
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14 800t 52 0 ELECTRIC §0.00 $48.00 $48.00 8418 5084
14 9100 588 0 MISC $0.00 $0.00 §1,000.00 25005 §740.85
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3 5120 548 0 LGEDF SPEC.PROJECTSFIRE  $30.000.00 $0.00 S0 $3000000  $1258524  §17.41478
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319200 59 0 RESERVE FOR TRANSFER $81.98 $0.00 $0.00 $81.98 $000 $81.98
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Department for Local Government
1024 Capital Center Drive, Suite 340
Franifort, Kentucky 40801
(502) 573-2382 or (800) 346-5506

Liabilities Data

095 - Owsley

pasdh : R e

00 Tem |6 Tota $105973.45
oRil0 |02 ][0 J[GARBAGE TRUCK- 2 48800000 {| T $48.000007 Rate | 00.0459] Res. Eam. $0.00 | Net (072072014
EyE _UUIWMRS SITSTAS [ 18718 ] lssed [05/2622008]  Outstand $48,167.18 | Fnal [05/20/2015

[00] Tem [5 Tota #1098
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TOTALS-PRI{$123,000,00: 4} . 58,000.00° Res, Eamn, $0.00

TOTALS-INT|, . 42407643+ i §239.85 - Outstand, |  $58,230.85
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND
ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF THE FINANCIAL
STATEMENT PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS







ApbamM H. EDELEN
AUDITOR OF PuBLIC ACCOUNTS

The Honorable Cale Turner, Owsley County Judge/Executive
The Honorable Ronnie DeBord, Former Owsley County Judge/Executive
Members of the Owsley County Fiscal Court

Report On Internal Control Over Financial Reporting And
On Compliance And Other Matters Based On An Audit Of The Financial
Statement Performed In Accordance With Government Auditing Standards

Independent Auditor’s Report

We were engaged to audit, in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Governmental Auditing Standards issued
by the Comptroller General of the United States, the financial activity contained in the Fourth Quarter Report
of Owsley County Fiscal Court, as of and for the year ended June 30, 2014 and have issued our report thereon
dated May 18, 2015. Our report disclaims an opinion on the Fourth Quarter Report of Owsley County Fiscal
Court because we were unable to place reliance on the accuracy, validity, and completeness of the financial
activity it reported. Additionally, audit risk is at an unacceptable level and we were unable to apply other
procedures to mitigate this risk.

Internal Control Over Financial Reporting

In connection with our engagement to audit the financial statement, we considered the Owsley County Fiscal
Court’s internal control over financial reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinions on the financial statement, but not
for the purpose of expressing an opinion on the effectiveness of the Owsley County Fiscal Court’s internal
control. Accordingly, we do not express an opinion on the effectiveness of the Owsley County Fiscal Court’s
internal control.

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal control over financial
reporting that might be material weaknesses or significant deficiencies and therefore, material weaknesses or
significant deficiencies may exist that were not identified. However, as described in the accompanying
comments and recommendations, we identified certain deficiencies in internal control that we consider to be
material weaknesses and other deficiencies that we consider to be significant deficiencies.

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees in the normal course of performing their assigned functions, to prevent, or detect and correct
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in
internal control, such that there is a reasonable possibility that a material misstatement of the entity’s financial
statement will not be prevented, or detected and corrected on a timely basis. We consider the deficiencies
described in the accompanying comments and recommendations as items 2014-001, 2014-002, 2014-003,
2014-004, 2014-005, 2014-006, 2014-007, 2014-008, and 2014-011 to be material weaknesses.
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Report On Internal Control Over Financial Reporting

And On Compliance And Other Matters Based On An Audit Of Financial
Statement Performed In Accordance With Government Auditing Standards
(Continued)

Internal Control Over Financial Reporting (Continued)

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe
than a material weakness, yet important enough to merit attention by those charged with governance. We
consider the deficiency described in the accompanying comments and recommendations as item 2014-013 to
be a significant deficiency.

Compliance And Other Matters

In connection with our engagement to audit the financial statement of the Owsley County Fiscal Court, we
performed tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements,
noncompliance with which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an objective of our
audit and, accordingly, we do not express such an opinion. The results of our tests disclosed instances of
noncompliance or other matters that are required to be reported under Government Auditing Standards and
which are described in the accompanying comments and recommendations as items 2014-004, 2014-006,
2014-007, 2014-008, 2014-009, 2014-010, 2014-011, 2014-012, 2014-014, 2014-015, 2014-016, 2014-017,
2014-018, and 2014-019.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and
the results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or
on compliance. This report is an integral part of an engagement to perform an audit in accordance with
Government Auditing Standards in considering the entity’s internal control and compliance. Accordingly, this
communication is not suitable for any other purpose.

Respectfully submitted,

il

Adam H. Edelen
Auditor of Public Accounts
May 18, 2015
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OWSLEY COUNTY
COMMENTS AND RECOMMENDATIONS

Fiscal Year Ended June 30, 2014

AUDIT FINDINGS:

2014-001 Poor Financial Management Practices Have Resulted In A Disclaimed Opinion On The
Financial Statement

Numerous deficiencies were noted in the county’s internal control structure and in financial management
practices which made it impossible for auditors to issue an opinion on the financial statement. Management
overrode established control procedures and failed to adhere to sufficient financial management procedures,
resulting in numerous and pervasive audit comments:

The county does not have adequate internal controls (See Comment 2014-002).

e The county lacks adequate segregation of duties for receipts and payroll (See Comment 2014-003).

e Management overrode internal controls regarding dual signatures on checks (See Comment 2014-
004).

e The former Treasurer did not record and deposit receipts timely (See Comment 2014-005).

The former Treasurer failed to submit timely, complete, and accurate quarterly reports (See Comment

2014-006).

The county did not follow proper procedures for disbursements (See Comment 2014-007).

The county incurred late fees, penalties, and overdraft fees (See Comment 2014-008).

The county did not follow proper procedures for payroll (See Comment 2014-011).

The former treasurer did not prepare, publish, or present an annual settlement (See Comment 2014-

014).

The county did not prepare a Schedule of Expenditures of Federal Awards (See Comment 2014-015).

e The county did not maintain adequate documentation of fiscal court meetings (See Comment 2014-
016).

These internal control deficiencies and non-compliance issues affect the entity and the internal control
structure as a whole. These issues have severely limited the entity’s ability to provide financial information
that is complete, accurate, adequately documented, and free of material misstatement. We recommend the
fiscal court review the deficiencies and noncompliance issues as noted and take appropriate action to correct
each finding.

Former County Judge/Executive’s Response: NO response.
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COMMENTS AND RECOMMENDATIONS
Fiscal Year Ended June 30, 2014
(Continued)

AUDIT FINDINGS: (CONTINUED)

2014-002 The County Does Not Have Adequate Internal Controls Over Cash, Receipts,
Disbursements, Payroll, Capital Assets, And Federal Grants

Several deficiencies were noted regarding the control procedures for cash, receipts, disbursements, payroll,
capital assets, and federal grants. These deficiencies resulted in the numerous compliance issues noted in the
following comments. The following control issues were noted which inhibits the county’s ability to properly
record, classify, and report transactions for cash, receipts, disbursements, payroll, capital assets, and federal
grants:

Cash balances are not adequately monitored and are not accurately reported.

Bank reconciliations were not completed timely for all accounts.

Receipts were not recorded and deposited timely.

Adequate supporting documentation is not maintained for all disbursement transactions.

Proper procedures are not in place to ensure proper calculation and documentation of payroll items.
Adequate schedules are not maintained for capital assets.

Proper procedures are not in place to ensure proper recording of certain disbursements.

Proper approval is not obtained for certain transactions.

Several items are not paid timely.

Federal grants are not adequately monitored, tracked, and reported on a Federal Monies Worksheet or
SEFA schedule.

In order for the county’s financial statement to be free of material misstatement, it is essential that procedures
are in place to ensure the accuracy, validity, and completeness of all transactions, including maintaining
adequate supporting documentation for all transactions. We recommend the county implement the following
procedures to strengthen controls and to limit the amount of noncompliance issues noted in the future:

Review cash balances and bank reconciliations.

Record and deposit receipts timely.

Retain adequate supporting documentation for all transactions.

Recalculate payroll items to ensure accuracy.

Maintain adequate capital asset documentation and information.

Record all transactions accurately and in the appropriate fund, account code, line item, etc.
Present all transaction to fiscal court for approval.

Pay invoices/obligations timely and in compliance with all statutes and regulations.

Track and report information related to all federal grants for Single Audit purposes.

Former County Judge/Executive’s Response: NO response.
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(Continued)

AUDIT FINDINGS: (CONTINUED)

2014-003 The County Lacks Adequate Segregation Of Duties For Receipts And Payroll

The county lacks adequate segregation of duties for receipts and payroll. During receipts testing, we noted the
former Treasurer received all monies (except Solid Waste receipts), made deposits, posted to the receipts
ledger, and prepared bank reconciliations. In order for adequate segregation of duties to occur, the functions of
receiving, posting, and reconciling receipts should be delegated to separate individuals when possible.
Adequate segregation of duties increases the ability of the entity to recognize and correct errors in a timely
manner. The receipt issues noted in Comment 2014-005 could have been prevented, detected, and/or corrected
timely had proper controls and segregation of duties existed.

Likewise, we noted inadequate segregation of duties for payroll. The former Treasurer was responsible for
maintaining timesheets, entering payroll information into the computer system for processing, posting to the
payroll ledgers, transferring funds to the revolving payroll account, preparing pay checks, preparing state and
local withholding reports, and reconciling the payroll account. By delegating all these duties to the same
individual, it increases the risk that fraud or errors will occur and go undetected for a significant time. The
payroll issues noted in Comments 2014-011, 2014-012, and 2014-013 could have been prevented, detected,
and/or corrected timely had proper controls and segregation of duties existed.

In order to strengthen internal controls, we recommend the county adequately segregate duties in receipts and
payroll or implement other controls to compensate for these weaknesses. For example, designate an individual
to review the receipts and payroll ledgers, reconciliations, and reports. This individual can document their
review by initialing the documents that were reviewed.

Former County Judge/Executive’s Response: NO response.

2014-004 Management Overrides Internal Controls Regarding Dual Signatures On Checks

During disbursement testing, auditors questioned numerous cancelled checks as to whether they contained the
authentic signature of the former County Judge/Executive. It was revealed to auditors that the former County
Judge/Executive regularly allowed the former Treasurer to sign his name on checks. In fact, our testing calls
into question 210 cancelled checks totaling $667,843 on which it appears the former Treasurer had signed the
former County Judge/Executive’s name. In addition, of the checks we noted that may not have contained the
former County Judge/Executive’s authentic signature, 32 of them totaling $91,648 were never approved by the
fiscal court, meaning these transactions were processed without any oversight or approval besides that of the
former Treasurer. Furthermore, we noted 34 payroll checks that did not appear to contain the former County
Judge/Executive’s authentic signature and all but 11 of these were for the same three employees each pay
period. It appears the former Treasurer signed the former County Judge/Executive’s name to these checks so
that these employees could cash their paychecks early, as we also noted these checks always cleared the bank a
day or two before the actual pay day.
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(Continued)

AUDIT FINDINGS: (CONTINUED)

2014-004 Management Overrides Internal Controls Regarding Dual Signatures On Checks
(Continued)

The county’s internal control system requires the signature of both the Treasurer and the County
Judge/Executive for all checks. In addition, KRS 68.020(1) reads, in part, “All warrants for the payment of
funds from the county treasury shall be co-signed by the county treasurer and the county judge/executive.” Tt
is never an acceptable practice for a person to sign another person’s name. The County Judge/Executive can
choose a person to sign checks in his absence, but the designated person must be properly bonded, approved by
the fiscal court, sign his/her own name to the check, and be independent from the Treasurer’s office.

Overriding the internal controls related to check processing increases the risk that errors or fraud can occur and
go undetected. Good management oversight and adhering to established internal controls can decrease this
risk. We recommend the County Judge/Executive and the Treasurer sign all checks for payment to ensure
compliance with internal control procedures and adherence to the applicable statute.

Former County Judge/Executive’s Response: NO response.

2014-005 The County Did Not Record And Deposit Receipts Timely

During fiscal year 2014, we noted numerous instances in which funds were not recorded and deposited in a
timely manner. We noted delays in checks being recorded and deposited from several weeks up to several
months. For example, one check from the state in the amount of $34,100 was received in February 2014, but
was not recorded and deposited until October 2014, a delay of eight months. In another instance, we noted a
check from the state in the amount of $86,715 that was never recorded or deposited. Auditors brought this to
the attention of current management and the county was able to get a replacement check issued. If auditors
had not discovered this, the county would have had $86,715 of funds that were “lost” and unable to be utilized,
thus, depriving taxpayers of much needed resources.

The receipts that were not recorded and deposited timely have resulted in a material misstatement to the
financial statement for the fiscal year ended June 30, 2014. Auditors noted a total of $337,090 of funds that
should have been recorded and deposited in FY 2014, but that were not recorded and deposited until a
subsequent period. An essential component of a strong internal control system is to record and deposit funds
immediately after they are received in order to decrease the risk that the funds will be lost, stolen, or otherwise
misappropriated. We recommend the fiscal court implement stronger internal controls over receipts to ensure
that all funds received are recorded and deposited timely.

Former County Judge/Executive’s Response: NO response.



Page 29
OWSLEY COUNTY
COMMENTS AND RECOMMENDATIONS
Fiscal Year Ended June 30, 2014
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AUDIT FINDINGS: (CONTINUED)

2014-006  The County Failed To Submit Timely, Complete, And Accurate Quarterly Reports To The
Department For Local Government

The Uniform System of Accounts requires counties to submit quarterly reports to their regulatory agency, the
Department for Local Government (DLG). These reports should include all funds of the county, should
include all activity within the funds, and should agree to the county’s reconciled cash balances. The quarterly
report for Owsley County was not filed timely with DLG. In addition to the report not being filed timely, we
noted the following:

Disbursement totals listed in the Summary section for the General and Road Funds were incorrect.
Outstanding lease interest balances were incorrect.

Cash balances listed for the General, Road, LGEA, and Solid Waste funds were not correct.
Emergency Planning Fund activity was not included on the report at all.

Timely, complete, and accurate quarterly reports are essential for the regulatory agency to be informed of the
financial activity of a county. Quarterly reports also provide valuable information to the fiscal court regarding
receipts, disbursements, and cash balances and are an essential component of sound financial management
practices. Without this valuable information, the fiscal court’s decision making capabilities may be adversely
affected. We recommend the Treasurer prepare timely, complete, and accurate quarterly reports to submit to
the Department for Local Government as required.

Former County Judge/Executive’s Response: NO response.

2014-007 The County Did Not Follow Proper Procedures For Disbursements

Numerous deficiencies were noted in the county’s internal control structure as it relates to disbursements.
Procedures regarding the documentation, preparation, and authorization of disbursements were not adequate
for the 73 transactions tested and resulted in the following findings:

e 29 instances, totaling $241,663, were noted in which proper documentation (i.e. invoices) for
disbursements could not be located.

e 22 instances, totaling $308,066 were noted in which the county did not properly approve the
transaction as documented on the claims list.

e 3instances, totaling $22,220, were noted in which the county did not pay the vendor within 30 days of
receipt of invoice.

e 26 instances were noted in which the disbursement was not recorded in the proper account code.

e Auditors were not provided with any information or documentation related to proper bidding
procedures.
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COMMENTS AND RECOMMENDATIONS
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(Continued)

AUDIT FINDINGS: (CONTINUED)

2014-007 The County Did Not Follow Proper Procedures For Disbursements (Continued)

Basic internal control procedures require the county to maintain documentation for every disbursement. This
documentation should include, but is not limited to, invoices, purchase orders, packing/receiving slips, etc.
Guidance regarding fiscal court approval is outline in KRS 68.275(2), which states, “The county
judge/executive shall present all claims to the fiscal court for review prior to payment...” In addition, KRS
65.140(2) requires local governments to pay for goods and services within 30 working days of receiving an
invoice. The Department for Local Government (DLG) Budget Manual provides a chart of accounts counties
are supposed to use to code and record disbursements. Furthermore, KRS 424.260 requires bids to be obtained
on purchases and/or contracts exceeding $20,000.

Failure to adhere to the guidelines outline above increases the risk that the county’s disbursements will be
materially misstated or funds will be misappropriated. We recommend the county immediately implement
procedures to ensure that all disbursements are properly documented, approved by the fiscal court, recorded
correctly, and paid timely. We also recommend the county seek competitive bids when required.

Former County Judge/Executive’s Response: NO response.

2014-008 The County Incurred Late Fees, Penalties, And Overdraft Fees

During fiscal year 2014, the county incurred late fees, penalties, and overdraft fees for the following reasons:

e Failure to make retirement contributions by the 10" of each month ($8,000 total penalties).
e  Failure to make lease payments on time ($212 in total fees).
e Failure to maintain sufficient balances in bank accounts ($262 in total fees).

The county participates in County Employees Retirement Systems (CERS). KRS 61.675 and KRS 78.625
require retirement withholding and matching funds be paid to CERS by the 10" of each month or a $1,000
penalty is applied. During FY 2014, the county incurred $8,000 of retirement penalties for failure to file and
remit payments timely. Of this, $5,000 is still unpaid as of June 30, 2014.

The county has two lease agreements that require monthly interest payments and either semi-annual or
quarterly principal payments. The county paid a total of $212 for late fees during fiscal year 2014 for debt
payments that were not made on time in accordance with the amortization schedule. In fact, only four
payments out of the entire fiscal year were paid on time.

The county over drafted the General Fund on one occasion and the Jail Fund on two separate occasions,
resulting in overdraft fees of $262. The Department for Local Government (DLG) Budget Manual outlines the
duties of a County Treasurer, one of which is to sign a check only if sufficient fund balance and adequate cash
balance exists to cover the check.
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2014-008 The County Incurred Late Fees, Penalties, And Overdraft Fees (Continued)

Poor financial management practices and weak internal controls cause errors to occur and go undetected for a
significant time period and result in financial ramifications such as these. Additionally, penalties and interest
are unnecessary expenses that are avoidable and a wasteful use of taxpayer resources. We recommend the
fiscal court ensure that all withholding and matching payments are made timely, ensure all debt payments are
made timely, and ensure all bank accounts have sufficient cash balances to cover any checks in order to avoid
unnecessary costs in the future.

Former County Judge/Executive’s Response: NO response.

2014-009 Improper Payments Totaling $7,000 Were Made From The Road Fund

During fiscal year 2014, the county paid the Sheriff’s office a total of $7,000 out of the Road Fund for
transporting prisoners. Road monies are restricted by KRS 177.320. Disbursements from the road fund should
be for secondary and rural road maintenance, repairs, and related activities. The county is allowed to pay the
Sheriff for transporting inmates; however, these payments should be made from the Jail Fund, the General
Fund, or the LGEA Fund. It is not appropriate to pay the Sheriff’s office out of restricted road monies. By
doing this, the county has reduced the amount of funds available to spend on road repairs and maintenance and
has created a situation in which another fund must pay back the improper payments. We recommend the fiscal
court reimburse the Road Fund $7,000 from the Jail Fund, the General Fund, or the LGEA Fund and ensure
that only proper payments for allowable activities are made in the future from restricted Road Fund monies.

Former County Judge/Executive’s Response: NO response.

2014-010 The County Did Not Comply With Regulations For Local Government Economic Assistance
Coal Producing Funds

The county did not comply with KRS 42.455 regarding coal producing funds received through the Local
Government Economic Assistance (LGEA) program. KRS 42.455 states the 30% of all coal producing funds
received must be spent on the county coal haul road system. The county received $144,227 in coal producing
funds, of which, $43,268 was required to be spent on the coal haul road system. The county only spent
$19,122 on road repairs/maintenance. The additional $24,146 that was restricted for coal haul road system
disbursements was expended on unallowable categories. Failure to spend the allotted amount as designated is
a direct violation of KRS 42.455. We also noted the county transferred LGEA funds to the General Fund.
While there are allowable disbursement categories in the General Fund, we would caution management that
this practice increases the risk that restricted LGEA funds will be spent on unallowable categories. We
recommend the fiscal court monitor the amounts received and expended in the LGEA fund to ensure
compliance with LGEA regulations in the future.

Former County Judge/Executive’s Response: No response.
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2014-011 The County Did Not Follow Proper Procedures For Payroll

During our testing of payroll, we noted numerous deficiencies related to the preparation, calculation, and
documentation of payroll:

The fiscal court did not approve a salary schedule.

Five employees were paid at a rate other than the amount listed on payroll schedule.
Timesheets were not properly executed or maintained for all employees.

Overtime was not calculated correctly for two tested employees.

Leave time used on pay stubs did not agree to leave time documented on timesheets.

KRS 64.530(1) states, "The fiscal court of each county shall fix the compensation of every county officer and
employee...." The county failed to do this for fiscal year 2014. Furthermore, the salary listing provided to
auditors was not followed in five instances. We noted five employees who were paid at a rate that did not
agree to the salary listing.

KRS 337.320 requires that every employer keep a record of the hours worked each day and each week by each
employee. We noted two instances in which timesheets could not be located for the tested employees and we
noted one instance in which a non-exempt employee does not maintain a timesheet. Additionally, good
internal controls dictate that all timesheets be signed by employees and their supervisors to ensure hours
recorded accurately reflect hours worked. We noted three instances in which timesheets were not signed by
the employee.

KRS 337.285 outlines overtime provisions and requires that employees be paid at one and a half times their
hourly pay rate for all hours worked in excess of 40 hours in one week. We noted one instance in which an
employee had eight hours of overtime documented on the timesheet, but the regular salary amount was paid.
Salaried employees are not exempt from overtime provisions, unless all the requirements outlined in the Fair
Labor Standards Act (FLSA) are met. Also, we noted one instance in which an employee’s overtime rate did
not equal the calculated amount based on the pay scale. The failure to calculate overtime correctly resulted in
employees being underpaid.

The county’s administrative code outlines the procedures for leave time. We noted two instances in which the
leave time recorded on time sheets did not match the leave time deducted from employees’ leave balances on
pay records. In order for employees leave balances to be accurate, the payroll officer must ensure that leave
time taken agrees to records submitted by the employee (i.e. the timesheet).

All the deficiencies noted above have caused the county to improperly document payroll and to improperly
compensate employees for time worked. Compliance with the aforementioned statutes is essential in order for
the county to properly prepare, calculate, and document payroll.
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2014-011 The County Did Not Follow Proper Procedures For Payroll (Continued)

We recommend the county do the following regarding payroll to ensure compliance with applicable statutes
and to ensure proper payroll/timekeeping practices and controls are in place:

Approve a salary schedule listing each employee’s rate of pay.

Calculate gross pay in accordance with the approved pay schedule.

Maintain properly executed timesheets for all non-exempt employees.

Ensure proper time and a half/overtime payments are made in accordance with the county
administrative code and state and federal regulations.

e Ensure that leave time used and/or earned agrees to all corresponding documentation (timesheets,
payroll records, pay stubs, etc.).

Former County Judge/Executive’s Response: NO response.

2014-012 The County Did Not Calculate FICA And Medicare Withholdings Correctly Or File 941
Forms

The County did not calculate FICA and Medicare withholdings correctly. FICA and Medicare withholdings
are based on gross wages less any allowable retirement contribution and any other allowable pre-tax items.
The Treasurer based the deduction calculation on gross wages only and did not account for County Employees
Retirement System (CERS) contributions.  Internal Revenue Service (IRS) Publication 15 outlines
employment taxes and the federal guidelines employers are to follow regarding calculations of FICA and
Medicare taxes. This miscalculation for FICA and Medicare withholdings results in employees paying more
FICA and Medicare tax than necessary, thus, decreasing their net pay. Furthermore, this miscalculation
increased the amount of the county’s required matching funds causing the county to remit more matching
funds than necessary.

In addition, we noted the county did not file Form 941 with the Internal Revenue Service for the first and
second quarters of 2014 as required by IRS Publication 15. Form 941 is used to summarize and reconcile all
FICA, Medicare, and Federal tax withholdings based on the entity’s payroll records. The failure to file these
forms will likely result in penalties from the IRS and is indicative of improper payroll procedures and poor
financial management practices. We recommend the county immediately correct the FICA and Medicare
calculations for all employees. In addition, we recommend the county contact the IRS to determine how to get
the 941 forms up to date and how to settle the resulting penalties/interest associated with the failure to file
these forms. Finally, we recommend the Treasurer ensure that FICA and Medicare deductions are calculated
correctly and ensure complete and accurate 941 forms are filed quarterly in the future.

Former County Judge/Executive’s Response: NO response.
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2014-013 The County Did Not Properly Account For The Revolving Payroll Account

The revolving payroll account was not accounted for properly. The account has an unidentified surplus of
$8,616 as of June 30, 2014. The former Treasurer did not provide documentation to show how transfers are
calculated for the revolving payroll account. In addition, bank reconciliations were not completed for the
account after February 2014. Proper documentation of transfers and timely/accurate bank reconciliations
would aid the Treasurer in determining the source and disposition of the unidentified surplus. In addition,
these procedures would reduce the risk that errors and/or misstatements would occur and go undetected for a
significant time period, especially in the case of untimely withholding payments as discussed in Comment
2014-008. We recommend the Treasurer document all transfers to the revolving payroll account and prepare
complete, accurate, and timely bank reconciliations in the future. Also, we recommend the fiscal court
determine the appropriate disposition of the unidentified account balance.

Former County Judge/Executive’s Response: NO response.

2014-014 The County Did Not Prepare, Publish, Or Present An Annual Settlement

The county did not prepare and publish an annual settlement nor was it presented it to the fiscal court as
required. KRS 424.220 requires the county treasurer to prepare an itemized statement of all funds collected
and received, held, or disbursed during the fiscal year. The statement is required to show:

o the total amount collected and received from each individual source.
the total amount of funds disbursed to each individual payee and the purpose for which it was
expended. The amount of salaries paid to non-elected employees shall be shown as a lump sum
disbursement by category (i.e. road department, solid waste, administrative personnel, etc.).

The statute also requires the county to publish the annual settlement or to publish the annual audit in lieu of
publishing the financial statement. KRS 68.020(5) requires the county treasurer to make full and complete
settlement with the fiscal court within 30 days of the close of the fiscal year. Evidence of this was not
provided to auditors. An annual settlement provides valuable information to the fiscal court regarding total
fiscal year receipts, disbursements, and cash balances and is an essential component of sound financial
management practices. Without this valuable information, the fiscal court’s decision making capabilities may
be adversely affected. We recommend the county Treasurer comply with the requirements of KRS 424.220
and KRS 68.020 and prepare, publish, and present a complete and accurate settlement each year.

Former County Judge/Executive’s Response: NO response.
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2014-015 The County Did Not Prepare A Schedule Of Expenditures Of Federal Awards

The county did not prepare a Schedule of Expenditures of Federal Awards (SEFA). A SEFA report is the first
step in determining if the county is required to have an OMB Circular A-133 audit, also known as a federal
“Single Audit”. The Department for Local Government now requires a SEFA schedule to be filed with the
county’s 4t Quarter Report. The county’s failure to monitor, track, and report federal grants could lead to
improper financial reporting as well as failure to comply with OMB Circular A-133 requirements.
Additionally, this could impact future federal grant awards. We recommend the county immediately
implement procedures to monitor, track, and report federal grants in order to comply with federal and state
regulations.

Former County Judge/Executive’s Response: NO response.

2014-016  The Jailer Is Still Owed $889 In Salary From Prior Year

During our review of payroll, we noted the Jailer was not paid the $889 as determined by last year’s audit. In
accordance with the salary schedule obtained by the Auditor for calendar year 2012, the Jailer was underpaid
in the amount of $889. According to this schedule, the Jailer’s compensation for calendar year 2012 should
have been $23,591, but the Jailer was paid $22,702, underpaying the Jailer $889. We recommend that the
fiscal court pay the Jailer $889 for underpayment of salary for calendar year 2012.

Former County Judge/Executive’s Response: NO response.

2014-017 The County Did Not Maintain Adequate Documentation Of Fiscal Court Meetings

During our review of the Fiscal Court minutes, we noted that no minutes of meetings were available for the
audit period. The last month indexed and filed in the fiscal court minutes book and made available for public
inspection at the county clerk’s office was June 2013. KRS 67.100 outlines the requirements for fiscal court
records regarding minutes of meetings and requires the minutes to be indexed and filed within 30 days of any
action or ordinance. Without complete and accurate minutes available, interested parties are not fully informed
of the actions taken by the fiscal court.

We recommend that the Fiscal Court require the Fiscal Court Clerk to keep up to date minutes indexed and
filed in the fiscal court minutes book so they’re available for public inspection at the County Clerk’s office.

Former County Judge/Executive’s Response: NO response.
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2014-018 The County Has Not Corrected A Prior Audit Comment Regarding LGEA Funds Expended
For Prohibited Purposes

During the prior audit, it was noted the Fiscal Court expended $15,209 of LGEA funds for other county
properties. KRS 42.455 specifically prohibits the use of LGEA monies for other county properties of
government. The Department for Local Government’s Budget Manual gives additional guidance as to
allowable disbursement codes. The failure to correct this issue in a timely manner is indicative of poor
financial management practices and demonstrates disregard for audit comments and recommendations. We
recommend that the Fiscal Court correct the prior year audit comment by paying back the $15,209 to the
LGEA fund.

Former County Judge/Executive’s Response: NO response.

2014-019 The County Did Not Maintain Capital Asset Schedules In Accordance With Regulatory
Requirements

The county did not maintain a complete and accurate capital asset schedule for fiscal year ending June 30,
2014. The Department for Local Government (DLG) requires counties to track capital assets (i.e. land,
buildings, equipment, vehicles, infrastructure, etc.) and maintain a listing of capital assets to be provided to
auditors for inclusion in the audit report. This list should include all current year additions/purchases,
retirements, disposals/sale of assets, etc. Any related documentation for capital asset additions, retirements,
and disposals in the form of invoices, deeds, purchase orders, sales records, titles, liens, etc. should be
maintained in a manner that facilitates easy access, retrieval, and verification of capital asset amounts
recorded. We recommend the county implement procedures to identify and track capital asset additions,
retirements, and disposals in order for capital asset schedules to be complete and accurate. Additionally, we
recommend the county perform physical inventories periodically to further ensure the accuracy and
completeness of capital asset schedules.

Former County Judge/Executive’s Response: NO response.
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Economic Assistance and Development Programs was expended for the purpose intended as dictated by

the applicable Kentucky Revised Statutes.
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